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INTRODUCTION 

This booklet has  been prepared 
by prof.essiona1 s t a f f  members of t h e  
General Accounting Off ice  f o r  use i n  
i t s  Advanced Accounting and Auditing 
Study Program--CPA R e v i e w  Course-- 
given annually i n  Washington and i n  
Regional Offices.  The primary pur- 
pose of the booklet i s  t o  provide 
t h e  professional  s t a f f  member with a 
systematic method f o r  making a com- 
prehensive review of t h e  Outline of 
Statements on Auditing Standards and 
Procedures. 

In  order t o  adequately cover a l l  
e s sen t i a l  po in ts  necessary for  a 
thorough review, the s t a f f  members 
who prepared these  questions obtained 
t h e  ideas  and information from a de- 
t a i l e d  ana lys i s  of the material i n  the 
Outline of Statements on Auditing 
Standards and Procedures. 
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U.S. GENERAL ACCOUNTING OFFICE 

CPA REVIEW COURSE 

I .  QUESTIONS ON " A U D I T I N G  STANDARDS AND 
P ROCEDU RE S' ' 

I n d i c a t e  whe the r  each  s t a t e m e n t  i s  " t r u e "  ( T )  o r  
" fa l se"  ( F )  o r  s u p p l y  s h o r t  answers  where a p p r o p r i -  
a t e .  

S t a t emen t  No. 33 - -S ta t emen t s  on A u d i t i n g  P rocedures .  

ChaDter 1 - - R e s D o n s i b i l i t i e s  and F u n c t i o n s  o f  Inde -  
pendent  A u d i t o r s  

33-1.  An independen t  a u d i t o r  h a s  t h e  
r e s p o n s i b i l i t y  f o r  t h e  s u b s t a n t i a l  
a c c u r a c y  and adequacy o f  f i n a n c i a l  
s t a t e m e n t s .  

33-2.  The independen t  a u d i t o r  must p o s s e s s  
t h e  p r o f e s s i o n a l  q u a l i f i c a t i o n s  of 
e d u c a t i o n  and e x p e r i e n c e  and  have 
t h e  a b i l i t y  t o  e x e r c i s e  p r o f e s s i o n a l  
in formed judgment.  

3 3 - 3 .  The independen t  a u d i t o r ' s  examina- 
t i o n  i n c i d e n t  t o  t h e  i s s u a n c e  o f  an 
o p i n i o n  can  be r e l i e d  upon t o  d i s -  
c lo se  d e f a l c a t i o n s  and s i m i l a r  
i r r e g u l a r i t i e s .  

33-4.  R e l i a n c e  f o r  t h e  p r e v e n t i o n  of  f r a u d  
s h o u l d  b e  p l a c e d  upon an a d e q u a t e  
a c c o u n t i n g  sys tem w i t h  good i n t e r n a l  
c o n t r o l .  

33-5.  The independen t  a u d i t o r  has  a 
r e s p o n s i b i l i t y  t o  h i s  p r o f e s s i o n  t o  
comply with t h e  s t a n d a r d s  a c c e p t e d  
by h i s  f e l l o w  p r a c t i t i o n e r s .  
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Chap te r  Z--Gene 

3 3 - 6 .  A u d i t i n g  
acts  t o  bi 
me as ur i ng 
and o b j e c t  
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C h a p t e r  2 - - G e n e r a l l y  A c c e p t e d  A u d i t i n g  S t a n d a r d s  

3 3 - 6 .  A u d i t i n g  p r o c e d u r e s  r e l a t e  t o  t h e  
a c t s  t o  b e  p e r f o r m e d ,  i n  a d d i t i o n  t o  
m e a s u r i n g  t h e  q u a l i t y  o f  p e r f o r m a n c e  
and  o b j e c t i v e s  t o  b e  o b t a i n e d .  

I 
i 
I 
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33 - 7 Auditing standards are a c t u a l l y  w r i t t e n  
statements which have been approved and 
adopted by t h e  membership of t h e  AICPA. 

33 - 8 Generally accepted audi t ing  s tandards are 
c l a s s i f i e d  in to  th ree  ca tagor ies :  
(1) general  standards,  (2) standards of 
f i e l d  .work, (3)  standards of repor t ing .  

33 - 9 An independent aud i to r ' s  repor t  must s ta te  
whether t h e  f inanc ia l  statements are pre- 
sented i n  accordance with general ly  ac- 
cepted accounting pr inc ip les .  

Chapter 3--General Standards 

33 - 10 The I n s t i t u t e ' s  pos i t ion  on independence i s  
concerned with t h e  actual f a c t  of t h e  audi- 
t o r ' s  independence, not t h e  general  publ ic ' s  
opinion of t h e  a u d i t o r l s  independence. 

33 - 11 The exercise of due care pr imari ly  app l i e s  
t o  higher supervisory levels i n  their over- 
a l l  c r i t i ca l  review of t h e  work performed. 

Field Work Standards 

Chapter &-Adequacy Of Planning And The Timing Of 
F i e l d  Work 

33 - 12 An audi tor  should not accept an engagement 
near o r  a f t e r  t h e  c lose  of t h e  f i s c a l  year. 

33 - 13  The audi tor  should plan f o r  h i s  work t o  be 
done before t h e  balance sheet da te ,  i f  pos- 
s i b l e .  

Chapter 5--Evaluation of In te rna l  Control 

33 - 14 In te rna l  control  extends beyond matters 
which re la te  d i r e c t l y  t o  t h e  funct ions of 
t h e  accounting and f inanc ia l  departments. 
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Chapter  6--Evident 

33 - 1 7  Suffici 
neces s z  
t h e  f i n  

33 - 18 To be c 
and re1 

33 - 19 Evident 
countir  

33 - 20 The auc 
mining 
matter 

33 - 21 The ev: 
co nvi nc 

Standards o f  Repo- 

Chapter 7--Adhere! 
P r  i n c i  

33 - 22 An aud. 
statiri 
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accept  

33 - 23 Accoun 
becaus 
even t 
I n s t i t  

Chapter 8--Consi 5 
Accept 

33 - 24 ACCOU~ 
obsera 
of  f i r  
i n  thE 



Chapter 6--Evident i a l  Matter 

33 - 1 7  S u f f i c i e n t  competent ev iden t i a l  matter i s  
necessary f o r  t h e  aud i to r  t o  f a i r l y  prepare  
the f inanc ia l  statements.  

33 - 18 To be competent, evidence must be both va l id  
and r e l evan t .  

33 - 19 Evident ia l  matter cons i s t s  of underlying ac- 
counting data and corroborating information. 

33 - 20 The a u d i t o r  uses h i s  own judgment i n  deter-  
mining t h e  suf f ic iency  of t h e  ev ident ia l  
matter. 

33 - 21 The evidence gathered by t h e  aud i to r  must be 
convincing r a t h e r  than only persuasive. 

Standards of Reporting 

Chap te r  7--Adherence t o  Generally Accepted Accounting 
P r inc ip l e s  

33 - 22 An audi tor  may never write a r epor t  without 
s t a t i n g  whether t he  f inanc ia l  statements 
are presented i n  accordance with general ly  
accepted accounting p r inc ip l e s .  

33 - 23 Accounting pr inc ip les  may be acceptable 
because they are commonly used i n  business,  
even though they are not a subject  of  an  
I n s t i t u t e  pronouncement. 

Chapter 8--Consistency O f  Applicants O f  Generally 
Accepted Accounting Pr inc ip les  

33 - 24 Accounting p r inc ip l e s  must be cons is ten t ly  
observed i n  order  t o  insure  comparability 
of f inanc ia l  statements with other  f i r m s  
i n  the  same l i n e  of  business.  
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33 - 15 

33 - 16 

33 - 25 

33 - 26 

33 - 27 

The independent a u d i t o r ' s  review of i n t e r n a l  
c o n t r o l  should not  be done a t  an in t e r im  
d a t e .  

A s a t i s f a c t o r y  system of i n t e r n a l  c o n t r o l  
should be s t rong  enough t o  o f f s e t  personnel 
who are not  of a q u a l i t y  commensurate wi th  
t h e i r  r e s p o n s i b i l i t i e s .  

General ly ,  l a c k  of cons is tency  produces 
l a c k  of  comparabil i t y  . 
A change from one method of  dep rec i a t ion  t o  
a n o t h e r ,  even though both methods are ac- 
cep tab le ,  would cause a l a c k  of compara- 
b i l  i t y  between f i n a n c i a l  s ta tements  . 
Acqu i s i t i ons  of s u b s i d i a r i e s  o r  changes i n  
t h e  estimated use fu l  l i f e  of a n  asset would 
cause a l a c k  of comparabi l i ty  between finan- 
c ia l  s ta tements .  

Chap te r  9--Adequacy Of Informative Disclosure 

33 - 28 Informative d i s c l o s u r e s  i n  t h e  f i n a n c i a l  
s ta tements  are t o  be regarded as reasonable  
u n l e s s  o therwise  s t a t e d  i n  t h e  r e p o r t .  

33 - 29 I f  matters which the independent aud i to r  
b e l i e v e s  r e q u i r e  d i sc losu re  are o m i t t e d  
from t h e  f i n a n c i a l  s ta tements ,  t h e  matters 
should be included i n  h i s  r e p o r t  but  he 
need not q u a l i f y  h i s  op in ion .  

Chapter  lO--Expression Of Opinion, O r  Reasons 
No  Opinion I n  The Independent Audi tor ' s  
Report 

33 - 30 If f i n a n c i a l  s ta tements  do not  f a i r l y  pre-  
s e n t  a company's f i n a n c i a l  p o s i t i o n ,  t h e  
a u d i t o r  should write on ly  an  adverse opinion 
or a d isc la imer  o f  opinion.  
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33 - 31 

33 - 32 

33 - 33 

33 - 34 
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33 - 31 

33 - 32 

33 - 33 

33 - 34 

The "opinion" paragraph of a short-form re- 
p o r t  states the work performed by t h e  au- 
d i t o r  and h is  conclusions based upon that 
work. 

The c l i e n t ' s  f i n a n c i a l  records  must be com- 
p l e t e  before  a n  aud i to r  can express an 

. 

opinion.  

I f  the a u d i t o r  prepares  unaudited f inanc ia l  
s ta tements  which may be misleading, each 
page of the s ta tements  should be conspicu- 
ously marked "without audi t"  or  "unaudited. )I 

The p resen ta t ion  of t h e  f i n a n c i a l  statements 
must conform w i t h  genera l ly  accepted ac- 
counting p r i n c i p l e s  app l i ed  on a cons i s t en t  
b a s i s  and include a l l  material informative 
d i sc losu res  necessary t o  make the  statements 
no t  misleading.  

Chapter 12--Lonn Form Reports 

33 - 35 The purpose of t h e  long-form r e p o r t  i s  t o  
present  except ions o r  r e se rva t ions  which t h e  
aud i to r  could not  adequately d i sc lose  i n  t h e  
short-  form r e p o r t .  

33 - 36 A long-form r e p o r t  may be issued e i t h e r  
a lone  or  w i t h  a short-form r e p o r t .  

- Chapter 13--Special Reports 

33 - 37 The t e r m  "special  repor t s"  r e f e r s  t o  r e p o r t s  
for which the wording of the usual short-  
form r e p o r t  may be inappropriate .  

33 - 38  S p e c i a l  r e p o r t s  include f inanc ia l  statements 
prepared on the  cash b a s i s  and non-profit  
o rganiza t ions  which fol low d i f f e r e n t  ac- 
counting p r a c t i c e s  than profit-making or- 
gan iza t ions .  
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33 - 39 

Statement 

37 - 1 

37 - 2 

37 - 3 

37 - 4 

37 - 5 

The "general s tandards"  and l 's tandards of 
f i e l d  work" are a p p l i c a b l e  on ly  t o  t h e  ex- 
t e n t  appropr i a t e  i n  a s p e c i a l  r e p o r t  engage- 
ment. 

No. 37--Public WareIiouses 

The p r i n c i p a l  economic func t ion  of a t e r m i -  
n a l  warehouse is t o  f u r n i s h  s to rage ,  whereas 
a f i e l d  warehouse i s  p r i m a r i l y  a f inanc ing  
arrangement. 

Warehouse receipts may be either negot iab le  
o r  non-negotiable and may be  used a s  evi- 
dence of c o l l a t e r a l  f o r  c r e d i t .  

The independent a u d i t o r  may use non- 
negot iab le  r e c e i p t s  as evidence of owner- 
s h i p  by the depos i tor .  

Because t h e  goods are he ld  i n  custody f o r  
o t h e r s ,  the goods do not  appear as assets 
nor does the r e l a t e d  c u s t o d i a l  r e spons ib i l -  
i t y  appear a s  a l i a b i l i t y  on t h e  warehouse- 
man's f i n a n c i a l  s ta tements .  

One of t h e  a u d i t o r ' s  r e s p o n s i b i l i t i e s  i s  t o  
ob ta in  by d i r e c t  confirmation p e r t i n e n t  de- 
t a i l s  of any warehouse r e c e i p t s  t h a t  have 
been pledged as  c o l l a t e r a l .  

Statement No. 38--Unaudited F inanc ia l  Statements 

38 - 1 The CPA has no r e s p o n s i b i l i t y  t o  apply any 
aud i t ing  procedures t o  unaudited f i n a n c i a l  
s ta tements .  

38 - 2 A CPA i s  not deemed t o  be a s soc ia t ed  wi th  
t h e  unaudited f i n a n c i a l  s ta tement  he p re -  
pa re s  i f  he uses  " p l a i n  paper" and he does 
not  append h i s  naine t o  t h e  f i n a n c i a l  s t a t e -  
ments. 
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38 - 3 A CPA canno. 
wi th  t h e  un; 
prepared  i f  
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38 - 4 A CPA shoul  
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w i t h  which 

38 - 5 A disc la ime 
SEC f o r  a l l  
t h a t  are f i  

Statement No. 39--Work 

39 - 1 

39 - 2 

39 - 3 

39 - 4 

39 - 5 

The purpose 
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papers.  
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38 - 3 A CPA cannot be deemed to be'associated 
with the unaudited financial papers he has 
prepared if he can prove that he did not 
submit a covering letter with the state- 
ment s .  

38 - 4 A CPA should render a disclaimer of opinion 
to accompany unaudited financial statements 
with which he is associated. 

30 - 5 A disclaimer of opinion is required by the 
SEC for all unaudited financial statements 
that are filed with them. 

Statement No. 39--Workina Papers 

39 - 1 

39 - 2 

39 - 3 

39 - 4 

39 - 5 

The purpose of Statement No. 39 i s  to specify 
the form and details of content of working 
papers . 
Working papers may include work programs, 
letters of confirmation and representation, 
and schedules of commentaries prepared or 
obtained by the auditor, but may not in- 
clude memoranda, analyses, or abstracts of 
company documents. 

Working papers help the auditor ,in the con- 
duct of his work and provide support for his 
representation of compliance with auditing 
standards. 

Working papers are owned by the auditor but 
he is responsible to the client for any mis- 
use of them, 

Working papers would generally show that the 
work of any assistants had been supervised 
and reviewed. 
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Statement No. 41--Subsecguent Discovery O f  Fac ts  Exist- 
inn  A t  The Date Of The Auditors  Report 

41 - 1 I f  t h e  aud i to r  d i scovers  f a c t s  subsequent t o  
h i s  r e p o r t  which might have a f f e c t e d  the  re- 
p o r t  had he known them a t  the r e p o r t  d a t e ,  
it may be advisable  t o  c o n s u l t  an a t to rney .  

41 - 2 The aud i to r  has an o b l i g a t i o n  t o  make in- 
q u i r i e s  and perform c e r t a i n  a u d i t  s t e p s  
a f t e r  t h e  r epor t  da te .  

41 - 3 I f  t he  e f f e c t s  of subsequently discovered 
f a c t s  which e x i s t e d  a t  t h e  d a t e  of t h e  audi- 
t o r s  r e p o r t  can be determined, r e v i s e d  f i -  
nanc ia l  s ta tements  and a u d i t o r ' s  r e p o r t s  
should b e  issued. 

41 - 4 I f  t h e  c l i e n t  r e f u s e s  t o  d i s c l o s e  the newly 
discovered f a c t s ,  t he  aud i to r  should n o t i f y  
everyone connected wi th  t h e  r e p o r t  o r  r e l y -  
ing  on t h e  r e p o r t  t h a t  it i s  no longer  re- 
l i a b l e .  

Statement N o .  4 2 - - R e ~ o r t i n ~  When a C e r t i f i e d  Pub l i c  
Accountant i s  Not Independent 

42 - 1 

42 - 2 

42 - 3 

I f  a CPA i s  not independent and is  assoc i -  
a t e d  w i t h  t he  f i n a n c i a l  s ta tements ,  any pro- 
cedures he might perform would not  be i n  
accordance wi th  genera l ly  accepted a u d i t i n g  
s tandards  and the re fo re  he is precluded from 
expressing an opinion. 

I f  t h e  accountant i s  not  independent,  he  
should disclaim an  opin ion ,  state s p e c i f i c a l l y  
that  he i s  not  independent, and t h e  reason f o r  
h i s  l a c k  of independence. 

The aud i to r  may e s t a b l i s h  independence by 
complying with t h e  "Standards of Indepen- 
dence ." 

BEST DOCUMENT AVAi 
10 

42 - 4 Procedures  
connect ion 
which t h e  a 
be s t a t e d  i 

I f  t h e  accot 
c i a 1  s t a t e m e  
a l l y  acceptc 
t h e  c l i e n t  I 
c oun t an t s hc 
i n  h i s  d i sc1  

42 - 5 

- ABLE 



I 

i 
I 
i 
1 
I 

i 

1 
! 
i 
! 
i 
i I 

i 

i 
i 

i 
i I 

I 

I 
I 

t 

i 

I 

i 

j 

I 
I 

42 - 4 Procedures performed by the accountant in 
connection with financial statements for  
which the auditor is not independent should 
be stated in his report. 

42 - 5 If the.accountant concludes that the finan- 
cia1 statements do not conform with gener- 
ally accepted accounting principles, arid 
the client refuses to revise them, the ac- 
countant should s e t  f o r t h  his reservations 
in his disclaimer of opinion. 



Y t a t ement 

43 - 1 

43 - 2 

43 - 3 

43 - 4 

4 3  - 5 

43 - 6 

43 - 7 

4 3  - 8 

NO. 4~--uonrirmations ur  Kecelvables m a  UD- 
servation Of Inventories 

Statement No. 43 forbids the use of both pos- 
itive and negative confirmation requests in 
the same audit. 

It is pe'rmissible for an accountant to di- 
rect confirmations toward individual items 
in a debtor's balance rather than the en- 
tire balance. 

When the number of positive and negative 
confirmations sent out are the same, the 
degree of satisfaction with respect to the 
accounts receivable balance will be less 
with the negative confirmations than with 
the positive ones. 

If the auditor does not receive a reply 
from several material positive confirmation 
requests, he must qualify the scope para- 
graph of his report. 

In some companies statistical sampling may 
be used in place of the physical count of 
each item to determine inventory quantities. 

It is ordinarily necessary for the independ- 
ent auditor to be present during the physi- 
cal count of the inventory. 

If the client uses a well-kept perpetual in- 
ventory system and compares it with physical 
counts, the auditor can observe this proce- 
dure as part of his interim work during the 
period under audit. 

If the independent auditor does not confirm 
receivables or observe the taking of physi- 
cal inventories, he should comment in his 
report that he has satisfied himself by 
other means, 

43 - 9 If the i'ni 
satisfy h 
should cl 
the scope 

43 - 10 If a clie: 
mation of 
vent or i es 
opinion o 
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43 - 9 If the independent auditor is unable to 
satisfy himself by other procedures, he 
should clearly indicate that fact in either 
the scope paragraph or a middle paragraph. 

43 - 10 If a client restricts the auditor's confir- 
mation of receivables or observation of in- 
ventories the auditor should give an adverse 
opinion on the financial statements. 

Statement No. 44--Reports Following A Pooling Of In- 
terests 

44 - 1 If prior year financial statements, presented 
in comparison with current year financial 
statements, are not restated to give appro- 
priate recognition to a pooling of interests, 
the independent auditor would have to qualify 
his report. 

44 - 2 By presenting the revenues, extraordinary 
items, and net earnings of the constituent 
companies on a combined basis for the pre- 
ceding year in a note to the financial 
statements, the auditor has adequately dis- 
closed the pooling of interest in single- 
year statements f o r  the year in which a 
combination is consummated. 

Statement No. 45--Using the Work And Reports O f  Other 
.Auditors 

45 - 1 An independent auditor who uses the work and 
reports of other independent auditors who 
have examined the financia1,statements of 
other components of a company included in 
the financial statements being presented, is 
called the principal auditor. 

45 - 2 The principal auditor may assume responsi- 
bility for the work of other auditors in- 
sofar as that work relates to the principal 
auditor's expression of an opinion on the 
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45 - 3 

45 - 4 

45 - 5 

45 - 6 

45 - 7 

45 - 8 

financial statements provided he refers to 
the other auditor's examination. 

If theapr inc ipa l  auditor assumes responsi- 
bility for the other auditor's work, the 
other auditor is relieved of responsibility 
for his oyn report. 

If the other auditor is an associate of the 
principal auditor's firm, the principal 
auditor should not accept responsibility 
for his work. 

If the principal auditor refers to the ex- 
amination of the other auditor, he should 
state in both the scope and opinion para- 
graph the division of responsibility be- 
tween his examination and the other auditor's 
examinat ion. 

The principal auditor should inquire into 
the professional reputation and independence 
of the other auditor, whether or not he 
decides to refer to the examination of the 
other auditor. 

Even if the other auditor's report is quali- 
fied, it may not be necessary for the prin- 
cipal auditor to qualify his report or refer 
in his report to the qualification. 

When one auditor succeeds another, if the 
successor auditor is unable to express an 
opinion in the first year on the consistancy 
of the application of accounting principles, 
he must qualify or disclaim an opinion. 

Statement No. 46--Piecemeal Opinions 

ordinarily 
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If a piece 
priate, it 
fore the a 
opinion. 

46 - 4 

46 - 1 To support a piecemeal opinion as to spe- 
cific items in a financial statement, the 
materiality threshold for individual items is 
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ordinarily higher than for such items con- 
sidered as components of financial state- 
ments taken as a whole. 

I 

46 - 2 The expression of a piecemeal opinion with 
respect to specific items included in finan- 
cial statements usually requires a more ex- 
tensive examination than ordinarily re- 
quired. 

46 - 3 A piecemeal opinion should clearly indicate 
that no opinion on financial position or re- 
sults of operations is intended. 

46 - 4 If a piecemeal opinion is considered appro- 
priate, it should be placed immediately be- 
fore t he  adverse opinion or disclaimer of 
opinion, 

I 
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Statement No. 47--Subsequent Events 

47 - 1 

47 - 2 

47 - 3 

47 - 4 

47 - 5 

47 - 6 

47 - 7 

An example of a condition subsequent t o  t h e  
balance sheet  date  which would require a n  ad- 
justment of t h e  f inanc ia l  statements before  
issuance i s  a loss  on an uncol lec t ib le  t r a d e  
account receivable  as a result of a customer's  
bankruptcy. I 

I I f  an  event takes  place subsequent t o  t h e  
balance sheet  date  which does not r equ i r e  an  
adjustment of t h e  f inancia1 statements,  it 
may b e  des i r ab le  t o  p r e s e n t a  proforma balance 
sheet  with t h e  other  statements. 

An example of a subsequent event which would 
not r e s u l t  i n  an adjustment t o  t h e  f i n a n c i a l  
statements would be a c a p i t a l  s tock i ssue .  

Generally t h e  date of t h e  independent audi- 
tor's r epor t  i s  t h e  date  it i s  issued. 

An independent audi tor  may use "dual dating" 
i n  f i n a n c i a l  r epor t s  d i sc los ing  an event 
which occurred a f t e r  completion of f i e l d  
work but  before t h e  issuance of t h e  r epor t .  

An aud i to r  should never r e i s s u e  h i s  r e p o r t  
on a f i n a n c i a l  statement. 

The S e c u r i t i e s  A c t  of 1933 states t h a t  an  
independent aud i to r ,  whose r epor t  i s  in-  
cluded i n  a r e g i s t r a t i o n  statement, w i l l  be 
considered an  expert .  

Statement No. 48--Letters For Underwriters 

48 - 1 Letters f o r  Underwriters are commonly c a l l e d  
"comfort let ters,  " 

48 - 2 The SEC requirements f o r  comfort let ters 
are subs t an t i a l ly  t h e  same f o r  t h e  

independ\ 
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ment s 

48 - 3 A cornfor. 
t h e  clie. 
not be a 

48 - 4 A comfor 
dependen 
t h e  audi  
i n  t h e  r 

48 - 5 Capsule 
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48 - 3 

48 - 4 

48 - 5 

48 - 6 

Statement 

49 - 1 

49 - 2 

49 - 3 

independent c e r t i f i e d  publ ic  accountant 
as those per ta in ing  t o  r e g i s t r a t i o n  state- 
ment s. 

A comfort le t ter  may be addressed t o  e i t h e r  
t h e  c l i e n t  or t h e  underwriter,  but should 
not be addressed t o  a t h i r d  par ty .  

A comfort le t ter  Sas i ca l ly  conta ins  t h e  in- 
dependent a u d i t o r ' s  opinion with respect t o  
t h e  audi ted f inanc ia l  statements included 
i n  t h e  r e g i s t r a t i o n  statement. 

Capsule information cons i s t s  of s e l ec t ed  
unaudited income-statement i t e m s  comparing 
a period within t h e  cur ren t  year with a cor- 
responding per iod of t h e  p r i o r  year.  

The accountants,  underwriters,  and t h e  
c l i e n t  should meet together  and d iscuss  t h e  
procedures and general  sub jec t s  t o  be cov- 
ered i n  the comfort let ter.  

No. 49--Reports On I n t e r n a l  Control 

The primary conceptual c r i t e r i o n  used i n  
designing a system of i n t e r n a l  cont ro l  
should be  t h e  cost-benefi t  re la t ionship .  

Reports on i n t e r n a l  cont ro l  are prepared 
pr imari ly  f o r  management and t h e  stock- 
holders.  

The audi tor  shuuld never allow h i s  r epor t  
on in t e rna l  cont ro l  t o  be issued t o  t h e  
general  publ ic  i n  a document containing un- 
audi ted f inanc ia l  statements. 
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Statement No. 50--Reporting On the Statement Of Changes 
In Financial Position 

50 - 1 

50 - 2 

50 - 3 

50 - 4 

If there is a variation between periods of 
the terms usad to express changes in finan- 
cial position, it may cause the auditor to 
express an exception as to consistency. 

The independent auditor must use his profes- 
sional judgment to determine the various 
types of information that a company should 
disclose in the statement of changes. 

If an entity issues financial statements 
without including a statement of changes, 
the auditor should normally issue an ad- 
verse opinion. 

To avoid liability, the AICPA has advised 
the auditor to prepare a basic statement of 
changes and include it in his report when 
the client's management has declined to 
present such a statement. 

Statement No 51--Lon$ 

51 - 1 
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Statement No. 51--Long-Term Investments 

51 - 1 

51 - 2 

51 - 3 

51 - 4 

51 - 5 

51 - 6 

If market quotations of security prices are 
based on a reasonably broad and active mar- 
ket, they ordinarily constitute sufficient 
competent evidential matter as to the current 
market value of unrestricted securities. 

Unaudited financial statements, reports 
issued on examination by regulatory bodies 
and taxing authorities, and similar data 
provide information and evidence, and are by 
themselves sufficient as evidential matter. 

Audited financial statements constitute evi- 
dential matter that may be used with respect 
to investments in bonds and similar debt 
obligations, loans, and advances. 

An investor should not include its propor- 
tionate share of an investee's results of 
operations based on data obtained from the 
investee's most recent reliable financial 
statements, which may be its audited year- 
end statements. 

APB Opinion No. 18 states that the equity 
method of accounting for an investment in 
common stock should be used by an investor 
whose investment in voting stock gives it 
the ability to exercise significant influ- 
ence over operating and financial policies 
of an investee even though the investor 
holds 50% or less of voting stock. 

The refusal of an investee to furnish neces- 
sary financial data to the investor is not 
evidence that the investor does not have the 
ability to exercise significant influence 
over operating and financial policies of 
the investee. 
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Because of existing conditions there is sub- 
stantial uncertainty as to whether there has 
occurred a loss  in value which is other than 
a temporary decline, the auditor should 
either qualify his opinion or disclaim an 
opinion on the financial statements taken as 
a whole, depending on the materiality of the 
investment, 

With respect to the carrying amount of in- 
vestments, a loss  in value which is other 
than a temporary decline should not be rec- 
ognized in financial statements of an 
investor. 

Statement No. 5: 
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Statement N o .  52--Reports on Internal  Control Based 
on Cr i t e r i a  Established by Gov- 
ernmental Anencies 

52 - 1 Statement N o ,  52 does not apply i f  cri-  
t e r i a  f o r  evaluation of the adequacy of  
i n t e rna l  control procedures have not 
been establ ished by the governmental 
agency. 

52 - 2 I n  expressing an opinion on the in te rna l  
control  of an agency, the audi tor ' s  re- 
port should never mention any material 
weakness tha t  i s  not covered by the 
agency's established c r i t e r i a .  

Statement No. 53--Reporting on Consistency and 
Accountinrz Changes 

53 - 1 Changes i n  reporting e n t i t y  tha t  require 
recognition i n  the audi tor ' s  opinion 
would include a change i n  the companies 
included i n  combined f inancial  s ta te-  
ments. 

53 - 2 

53 - 3 

When the independent auditor i s  ex- 
pressing an o,pinion on the f inancial  
statements f o r  the i n i t i a l  accounting 
period of a company, he should not 
r e f e r  t o  consistency. 

I f  a newly adopted accounting principle 
is not a generally accepted accounting 
pr inc ip le ,  the auditor should express a 
qua l i f ied  opinion o r  an adverse opinion 
i f  the e f f e c t  is suf f ic ien t ly  material .  

53 - 4 Whenever an accounting change r e su l t s  
i n  an independent auditor expressing a 
qua l i f ied  o r  adverse opinion on the 
conformity of f inancial  statements with 
generally accepted accounting pr inciples  
f o r  the year of such change, it i s  not 
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necessary t o  consider  poss ib le  e f f e c t s  
on subsequent years .  

Statement No. 54--The Auditor 's  Study and Evalua- 
t i o n  of I n t e r n a l  Control 

54 - 1 Administrative c o n t r o l  i s  the  p lan  of 
organiza t ion  and the  procedures and 
records concerned with the  dec is ion  
processes lead ing  t o  management's 
au tho r i za t ion  of t r ansac t ions .  

54 - 2 Accounting con t ro l  comprises the p lan  
of organiza t ion  and the  procedures con- 
cerning the  safeguarding of assets and 
the r e l i a b i l i t y  of f i n a n c i a l  records 
t h a t  a r e  designed t o  provide reasonable 
assurance t h a t :  (a )  Transactions a r e  
executed i n  accordance with management ' s 
general  o r  s p e c i f i c  au tho r i za t ion ,  (b) 
Transactions a r e  recorded as necessary 
t o  permit prepara t ion  of f i n a n c i a l  
statements i n  conformity with genera l ly  
accepted accounting p r i n c i p l e s  ( o r  any 
o the r  appl icable  c r i t e r i a )  and t o  main- 
t a i n  accoun tab i l i t y  f o r  a s s e t s ,  (c) 
Access t o  assets is  permit ted only i n  
accordance with management's authoriza- 
t i o n ,  (d) The recorded accoun tab i l i t y  
for a s s e t s  is compared with e x i s t i n g  
a s s e t s  a t  reasonable i n t e r v a l s  and ap- 
p ropr i a t e  a c t i o n  taken on d i f fe rences .  

54 - 3 Management should never use estimates 
i n  eva lua t ing  the cos t -bene f i t  of 
having i n t e r n a l  c o n t r o l s ,  as es t imates  
do not provide absolu te  assurance t h a t  
management's ob jec t ives  will be c a r r i e d  
out .  

54 - 4 Accounting con t ro l  is wi th in  the  scope 
of the s tudy and eva lua t ion  of i n t e r n a l  
con t ro l  contemplated by genera l ly  
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accepted auditing standards, while 
administrative control is not. 

54 - 5 Adequate evaluation of a system of in- 
ternal control requires a review of the 
system and tests of compliance. 

54 - 6 T e s t s  of compliance must be applied on 
a statistical basis, never on a subjec- 
tive basis. 

54 - 7 The auditor relies on internal control 
to reduce the risk that material errors 
will occur in the accounting process by 
which the financial statements are de- 
veloped, while the auditor must rely on 
tests of details and other auditing 
procedures to reduce the risk that any 
material errors that occur will not be 
detected in the auditor's examination. 

54 - 8 The reliance on tests of details and 
other auditing procedures may properly 
vary inversely with the reliance on in- 
ternal control. 
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11. Answers 

S t a t e m e n t  No. 33 - -S ta t emen t s  on A u d i t i n g  P r o c e d u r e s  

C h a p t e r  1--Responsibi l i t ies  and  F u n c t i o n s  of Independen t  
A u d i t o r s  

33 - 1 Fa1 se . 

Fa1 se . 33 - 15 

33 - 16 False. 

C h a p t e r  6- -Ev iden t  

T r u e .  - 33 - 1 7  

33 - 18 T r u e .  
33 - 2 T r u e .  

33 - 19 T r u e .  
33 - 3 Fa1  se . 

T r u e .  - 33 - 20 
33 - 4 True .  

33 - 2 1  F a 1  se . 
33 - 5 T r u e .  

C h a p t e r  2- - General 1 y Accepted Audit S t a n d a r d  s 

33 - 6 Fa1 se . 
33 - 7 T r u e .  

33 - 8 T r u e .  

Chapter 7--Adherer 
P r  inc  i E 

T r u e .  - 33 - 22 

33 - 2 3  T r u e .  
_L 

Chapter 8--Consist 
Accept  e 

33 - 9 True .  
F a l s e .  33 - 2 4  

Chapter 3--General S t a n d a r d s  
33 - 25  True. 

33 - 10 Fa1  se . 
33 - 26 True .  

33 - 11 F a 1  se . 
33 - 27  True .  

C h a p t e r  &-Adequacy of P l a n n i n g  and  the Timing of F i e l d  
Work 

33 - 1 2  F a l s e .  

33 - 13 T r u e .  

C h a p t e r  5 - - E v a l u a t i o n  of In t e rna l  Control 

33 - 14 T r u e .  
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Chapter 9--Adequacr 

33 - 2 8  True .  

Fa1  se. 33 - 29 



33 - 15 Fa1 se . 
33 - 16 Fa1 se . 
Chapter 6- -Evident ia l  Matter 

33 - 17 True .  

T rue .  33 - 18 

33 - 19 True. 

True. 33 - 20 

33 - 21 Fa1 se . 

- 

- 

Chapter 7--Adherence t o  General ly  Accepted Accounting 
P r i n c i p l e s  

33 - 22 T r u e .  

True. 33 - 23 

Chapter 8--Consistency of Applicat ion of Generally 

- 

Accepted Accounting P r i n c i p l e s  

33 - 24 False. 

T r u e .  33 - 25 

33 - 26 True .  

T rue .  33 - 27 

Chapter %-Adequacy of Informative Disclosure 

33 - 28 

33 - 29 

- 

- 

True. 

Fa1 se . 
- 
- 
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C h a p t e r  1 0 - - E x p r e s s i o n  of Opinion, O r  Reason For No 
Opinion In The  I n d e p e n d e n t  A u d i t o r ' s  
Report  

33 - 30 False. 

33 - 31 Fa1 se . 
33 - 32 F a l s e .  

33 - 33 T r u e .  

33 - 34 T r u e .  

Chapter 12--Long Form Reports 

33 - 35 False. 

33 - 36 T r u e .  - 
_Chapter 13--Spec ia l  Reports 

33 - 37 T r u e .  

33 - 38 T r u e .  

33 - 39 T r u e .  

- 

S t a t e m e n t  No. 37--Public Warehouses 

37 - 1 T r u e .  

37 - 2 T r u e .  

37 - 3 F a 1  se . 
T r u e .  - 37 - 4 

38 - 2 False. 

False. 38 - 3 

T r u e .  38 - 4 

38 - 5 Fa1 se . 

- 
- 

S t a t e m e n t  No. 39--1 

39 - 1 F a 1  s e  . 
39 - 2 Fa1 se . 

T r u e .  - 39 - 3 

39 - 4 Fa1 se . 
39 - 5 T r u e .  

S t a t e m e n t  No .  41--5 
1 
F 
- 
c 

T r u e .  41 - 1 - 
41 - 2 Fa1 se . 
41 - 3 T r u e .  

T r u e .  41 - 4 - 
S t a t e m e n t  No.  42-s 

P- - 
T r u e .  
I_ 

42 - 1 
42 - 2 Fa1 se . 

37 - 5 T r u e .  
42 - 3 F a 1  se . 

Statement No. 38--Unaudi ted Financial Statements 

38 - 1 T r u e .  
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38 - 2 Fa1 se . 
38 - 3 Fa1 se . 
38 - 4 True .  

38 - 5 Fa1 se. 

S t  a t  ement No. 39- - Working P a p e r s  

39 - 1 F a l s e .  

39 - 2 F a l s e .  

39 - 3 True .  

39 - 4 F a l s e .  

39 - 5 True .  

Statement No. 41--Subsequent Discovery of F a c t s  Exist- 
inrr a t  The Date of the A u d i t o r ' s  
Report 

41 - 1 True .  

41 - 2 Fa1 se. 

41 - 3 True .  

True .  - 41 - 4 

S ta t emen t  No. 42--Report ing When a C e r t i f i e d  P u b l i c  
Accountant is N o t  Independent  

True.  - 42 - 1 

42  - 2 Fa1 se . 
42 - 3 Fa1 se .  

42  - 4 Fa1 se. 

True .  - 42 - 5 
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Statement No. 43--Confirmations of R e c e i v a b l e s  and 
Observation of Inventories 

43 - 1 
43 - 2 

43 - 3 
43 - 4 

43 - 5 
43 - 6 
43 - 7 
43 - 8 
43 - 9 
43 - 10 

Fa1 se. 

True. 

T r u e .  

True. 

True. 

True. 

T r u e .  

Fa1 se . 
T r u e .  

Fa1 se . 

_I_ 

Statement No. 44-- 

True. - 44 - 1 
44 - 2 - False. 

Statement No. 45-- 

45 - 1 True. 
45 - 2 False. 
45 - 3 Fa1 se . 

False. 45 - 4 
True. 45 - 5 
True. 45 - 6 

45 - 7 T r u e .  

- - 
True. - 45 - 8 

Statement No. 46- 

46 - 1 False. 
T r u e  
T r u e .  

46 - 2 - - 46 - 3 
46 - 4 False. 

Statement No. 47- 

T r u e .  47 - 1 
True. 47 - 2 

47 - 3 True. 
False.. 47 - 4 

47 - 6 False, 
47 - 7 True. 

- - 

47 - 5 T Z .  

Statement No. 48- 
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Statement No. 44--Reports Following a Pooling of In- 
teres t s 

44 - 1 True. 
44 - 2 False. 

Statement No. 45--Using the Work and Reports of Other 
Auditors 

45 - 1 
45 - 2 
45 - 3 
45 - 4 
45 - 5 
45 - 6 
45 - 7 

True. 
Fa1 se . - 
False. 
False. 
True. 
True. 
True. 

- 
~~ ~ 

45 - 8 True. 

Statement No. 46--Piecemeal Opinions 

46 - 1 
46 - 2 
46 - 3 
46 - 4 

False. 
True. 
True. 
Fa1 se . 
- 

\ 
Statement No. 47--Subsequent Events 

47 - 1 True. 
47 - 2 True. 

True. 47 - 3 
47 - 4 Fa1 se . 
47 - 5 True. 
47 - 6 Fa1 se . 
47 - 7 True. 

- 

Statement No. 48--Letters for Underwriters 

48 - 1 
48 - 2 
48 - 3 
48 - 4 
48 - 5 
48 - 6 

True. - 

True. 
True. - 
True. 
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S t a t e m e n t  No. 49 - -Repor t s  on I n t e r n a l  C o n t r o l  

True  - 4 9 - 1  

49- 2 False  

49- 3 True  

S t a t e m e n t  No. 5 0 - - R e p o r t i n g  on t h e  S ta t emen t  o f  
Changes i n  F i n a n c i a l  P o s i t i o n  

True  - 5 0 - 1  

50-2  F a l s e  

50 -3  False 

50-4 Fa1  s e 

S t a t e m e n t  No. 51--Long-Term Inves tmen t s  

5 1 - 1  True  

51-2 False 

True  - 51-3  

51-4 False 

51-5 True  

51-6 Fa lse  

5 1 - 7  T rue  

51-8  False  
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State= No. f 

52 - I T r u e  
52 - 2 Fals 

StateclP-t No. 5: 

53 - I True .  
53 - 2 T r u e .  
53 - 3 True .  
53 - 4 False 

Statczem NO. 54- 

54 - 1 
54 - 2 
54 - 2 
54 - 4 
54 - 5 
54 - g 
54 - 7 
54 - p: 

True .  
True. 
False. 
True.  
True .  
False. 
True. 
True.  



Statement No. 52--Re~orts on In te rna l  Control 
Based on C r i t e r i a  Established by 
Government a1 Aaenc i e  s 

52 - 1 True. 
52 - 2 False. 

Statement No.  53--Reporting on Consistency and 
Accounting Changes 

53 - 1 True. 
53 - 2 True. 
53 - 3 True. 
53 - 4 False. 

Statement No. 54--The Auditor's Study and Evalua- 
t i on  of Internal  Control 

54 - 1 
54 - 2 
54 - 3 
54 - 4 
54 - 5 
54 - 6 
54 - 7 
54 - 8 

T r u e .  
True. 
False. 
T r u e .  
True .  
False. 
True. 
True. 
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